












































































































































































































































































































































Peport Reference

Page 30a, first sentence

Page 31, 2nd para.

Page 31, 2nd para.
last sentence

Page 31, last para.>
Znd sentence thru
end of para.

Page 32a,2nd para.
portion of last line

Page 32b, last sentence
first para.

Comments

Erroneous implication that all "normal' operating

risks are hedged - not so - after transition period

UEA has risks of strikes, mismanagement, etc.,

causing loss of revenue and return on equity through "=
failure to produce produc , factually incorrect in

that the Government does not guarantee equity

if plant not completed ~ UEA may lose all or a porticn
of equity during the transition period, thereafter it
may lose a portion of equity or return on aqguity due

to irnability to produce product to meet commitments.

Erroneously implies that long term take or pay contracts
with cost pass through pricing are abnormal for eanrichin
services industry. This is the practice of ERDA and
may well be the practice of those employing the
centrifuge process.

Erroneous implication that industry will not be regulate
should the need arise. Moreover, the relevance of the
point is.questionable if customers have no objectiocn
to 15% return, cost-pass-through, long term taks or,
pay contracts. Unless customers do subscribe to the
project, it cannot proceed. The industry will be
subject to NRC regulation.

Erroneous implication that advanced technologies do
not offer competition to UEA. They will do so with
respect to uncommitted portions of UEA's initial plant
capacity and to any potential future additions of
capacity. The same comment could apply equally well
to a Government add-on plant.

Factually dincorrect; under no circumstances is UEA
guaranteed a 15% return on investment equity in a
takeover situation.

Factually dincorrect; in the event of takeover during this
period for reasons other than gross mismanagewment, gross
negligence, or willful misconduct UEA risks losing both
a return on equity investment and a portion of its
cquity investment. It could be p01nted out that
inability of UEA to roll over constructicn loans at the
end of the construction period could trigger a
Government takeover but would also presuueably permit
the Government to be the owner of an oparable plant.



Report Reference

Page 32c¢, first para.
portion of last sentence

Page 33, the word
negligence in the first
and fourth sentence

Page 33, first sentence
under first major
heading

Page 33, first para.
end to last sentence

Page 33, first para.
last sentence

Comments

Relevance of absence of price regulation is questionable.
In fact, price regulation could operate to remove risk
of competition.

Factually incorrect and strongly misleading; implies ‘=
only risk to egquity is in extreme conditions cited
which would be difficult to prove. In fact equity

is at risk up to 100%Z in all other situations.

Report fails to recognize extremely important point
potential for partial loss of equity. :

Factually incerrect, UEA is not assured of a constant
15% rate of return.

Erroneous implication; while the gaseous diffusicn
process could be considered as a-chemical process,
the enriching services industry does not resemble

the chemical industry - no single chemical product or
service involves a capital investment of $3.5 billion
and long term pay out - a more nearly comparable
industry in these respects (but not in degree of

‘business risk) is the electric utility industry.

The failure to recognize this distinction is a major
flaw.

Seriously erroneous implication that entry into
enrichment industry presents only the normal business
risks -~ overlooks unusual difficulties in licensing
nuclear activities, possibilities of nuclear
moratoriums in various states and the unprecendented
risk of investing 3.5 billion dollars in a single
venture as yet unproven commercially based on secret
technology. It should be noted that without exception
potential entrants into the enrichment industry and

the U.S. financial community during hearings before the
JCAE view this activity as presenting abumormal business
risks.



Report Reference

Page 44-45
Beginning last
sentence page 44

last sentence,
first para.

* Page 46, 2nd and
third sentences

Page 61, lst para.
first sentence

Page 61, lst para.
second sentence

Comments .

Factually incorrect; should read "ERDA's present policy

is to permit domestic companies who expect to provide
enrichment capacity in the United States to initiate
unclassified discussions with foreign entities witnin .
the confines of the Atomic Energy Act and the requirements
of Title 10 of the Code of Federal Regulaticns, Part 110
Rules and Procedures."

Incomplete. Should add statement that "The Government”
would have to assure that the proposed arrangement
would be beneficial to the U.S." Also should revise
next sentence as follows:

"Any arrangement would be subject to an apprecpriate
Agreement for Cooperation between the U.S. and the
country or countries of the foreign entity. The
Government findings as to the acceptability of
such proposals would be judged on the basis of:v

Incomplete. Should note EPDA estimates of revenues

based on attainment of proposed legislation permitting
establishment of commercial charge presently estimated
at $76 per SWU.

Incomplete in that the UZA plant, which may be the last
of its kind, if more advanced processes prove economical
in time, is in fact related to the interests of otherxr
potential entrants. Early action by the Government to
support UEA would enable other private entrants to
secure foreign and domestic customers by virture eof this
demonstration of serious intention of the GOvernment to
rely on private enterprise to supply needed enrichment
capacity. '

Factually dincorrect. See earlier comments in regard
to facts of UEA's risks. Moreover, as to competition,
UEA is already encountering competition from the
centrifuge because several large potential customers
(TVA, Consumers Power, two Texas utilities and otliars)
appear to have passed up UEA as a supplier and are
already dealing with potenial centrifuge enrichment
suppliers. '



Report Referernce

Page 61, 2nd para.

Page 61, third para.
first sentence

Page 61, third para.
2nd sentence
Page 61, third para.

Page 62, first para.
third sentence

Page 62, 2nd para.
2nd sentence

gomments

Incomplete in that borrowing from the Treasury under
Governzment ownarship would swell the total of the national
debt and in such case net outlays would add to the budget
deficit.

Erronecus implication that this poteantial difficulty of
obtaining long term financing is peculiar to UEA and
not equally applicable to other potential entrants. -
Morecver, all private industry will experience these
difficulties if more and more naw Government cgencies
(such as the proposed government enrichment corporation
proposed by GAQ) are enabled to borrow in the money
markets. The more the public sector of the economy

is expanded, the greater the difficulties which will
be experienced by private firms,

Erroneous implication that this is an inherent problenr
when it probably would be overcome immediately (for
UEA and other private projects) if the Congress passes
the Nuclear Fuel Assurance Act, thus serving clear
notice of U.S. GOvernment support forprivate entry.

Factually incorrect; UEA investors will not receive
a guaranteed return.

Erroneous implicatior; Government schedule is end of
1983 for 4.5 million SWU and the first part of

1985 for 9 million SWU whereas if UEA schedule slips
1 1/2 years they will have 9 million SWU by the first
part of 1985. It should be observed that Government
schedules also might slip

We would disagree., Separate corporate management of
enrichrent facilities, due to time required to obtain
necessary legislation and dispersicn of experienced
personnel between ERDA and the corxporation, might
well preclude timely implementation of Government's
hedge plen should such action become necessary.
Moreover, establishment of such a corporation might
reduce confidence in Government's intentions to '
transfer enrichment to the private sector.



Report Reference Comments

Page 62, 2nd para. Erroneous implication. It is not at all clear that a
last sentence Government corporation would be freed from budget

constraints. This would be contrary to the spirit,
if not the letter, of the "Budget Reform Act" of 1974. e

Page 63, Erroneous implication that private centrifuge enrichers
are likely to be willing to assume more total risk
with a less advanced technology when all evidence points,
in a contrary direction.

Page 63, last point .No basis is established in the report for this recommendation,
i.e., the report does not indicate where the proposed
Nuclear Fuel Assurance Act of 1975 is inadequate, or an un-
desirable mechanism, for assisting development of a
competitive uranium enrichment industry. :

Appendix I
Page 65, 2nd para. Factually erroneous. The statement should read:
2nd sentence "The Eurodif consortium, in which France has a 42 percent
interest, Italy 24 percent, Spain 12 percent, Belgium
. 12 percent, and Iran 10 percent,"
Page 66, first para. Factually incomplete., The following should be inserted:
last sentence "Brazil has recently made an agreement with the Federal
Republic of Germany under which Germany will not only
sell power reactors to Brazil but also establish in
Brazil the complete nuclear fuel cycle, including an
enrichment plant using the jet nozzle technology."

Page 67, last Incomplete. In lieu of the last sentence, the following

sentence could be used: '"Zaire has expressed interest in some type
of enrichment plant to utilize excess hydropower but so
far no one has come forward to finance, build and opsrate
a plant there."



THE WHITE HOUSE
WASHINGTON

October 15, 1975

MEMO TO : JIM CANNON

FROM

JIM CAVANAUGH

All of Brent's updates were
resolved to their satisfaction
and were in the final letter
that Seamans signed last night.
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THE WHITE HOUSE

GONFIDENTIAL WASHINGTON October 15, 1975

MEMORANDUM FOR: JIM CANNON

FROM: BRENT SCOWCROFT W
SUBJECT: Response to GAO's Report on Uranium
Enrichment

Regarding the GAO report on uranium enrichment and the draft response,

as you know our major concern is to stem, as speedily as possible,

the uncertainty that has characterized the US commitment to providing new
enrichment services to the rest of the world., Because of the uncertainty,
the US has lost a great deal of influence in international nuclear affairs,
several billion dollars in enrichment contracts and reactor sales have

gone elsewhere, and the risk of proliferation has grown as other countries
find it in their interest to develop independent nuclear capabilities, Saturday's
announc nt of Iran's investment in an unsafeguarded South African enrich-
ment facility is a recent example of the developments which are the source
of our concern,

Neither the GAO draft report nor the Administration's response makes

sufficient point of the necessity for immediate action. It should be noted
that there are eight countries holding conditional contracts for fueling 15
reactors (worth $3 billion over the life of the contract) which might well

M, s
beTost to a new French plant 1T W& CANNOT CONVELT LNESE CONLIACtS TO & Iirin.
status. SO expect € 1

being planned for operation after 1983,

In addition to the above general comment, I would like to note three specific
concerns with Attachment A of the draft response to the GAO report.

== Under item 1, it is stated that the negotiation between UEA
and the government regarding the support package has not been
completed, This may provide a ready excuse for Congress to
delay considering the legislation until the UEA package is better
defined.

-= In commenting negatively, under item 5, on the budget and financial
impact of a government enrichment corporation, we should be
careful not to contradict some of the concepts and assurances
connected with the President's proposal for a $100 billion govern-
ment corporation (EIA) to invest in energy development. (Also, ‘
to avoid loss of time, we do want EIA and the support of uranium -7 *°°
enrichment to get intertwined.)

GCONTFIDENTIAL




-- Under items 6 and 7, it is implied that only a private venture
could receive foreign investment. Foreign investment partici-
pation has not been ruled out in a next plant even if it were
government owned. Major customers, such as Japan and Iran,
are interested in the surety of supply that would accompany
part ownership of a plant, and we do not want to foreclose that
possibility.

Dave Elliott of my staff will be working today with the group who drafted
the response to the GAO report, and I hope that changes can be found to
accommodate our concerns indicated above.




THE WHITE HOUSE

WASHINGTON ?-D./

October 16, 1975

MEMORANDUM FOR: THE HONORABLE RUSSELL E. IN ! ,
ADMINISTRATOR
ENVIRONMENTAL PROTECTION CY =

FROM: GLEN! < SCHLEEDE

SUBJECT: Electrical Power for Add-On
Uranium Enrichment Plant

May we have your help.

As you know, the President forwarded to the Congress

on June 26, 1975 a comprehensive plan for expanding the
Nation's uranium enrichment capacity and beginning the
transition to a private competitive uranium enrichment
industry.

Briefly, the legislative proposal would allow ERDA to
enter into cooperative agreements with private firms
that wish to build uranium enrichment plants =-- to
provide Government cooperation and temporary assurances,
during a transition period.

The proposal also contemplated a back-up or "hedge™ plan,
in the event the Congress wouldn't go along or if private
firms couldn't make it. The "hedge" plan would involve
Government financed construction of a major addition to
the existing ERDA enrichment plant near Portsmouth, Ohio.

If the Government builds an add-on plant, it will need
electrical power. ERDA's Oak Ridge Operations Office
(which is in charge of developing the "hedge" plant) has
been exploring possibilities for the electrical power
that would be required.

ERDA received from Mr. Donald Cook of American Electrical
Power Company the letter at Tab A. Briefly, the letter
indicates that electric power plants could be built to
supply the needed electrical power, subject to two
conditions: -



- 2 -

1. Government guaranteed securities to cover the
capitalization of the power plants and transmission
lines.

2. A plan for meeting air quality requirements spelled
out on page 2 which, briefly, seems to involve
using (a) a blend of high and low sulfur coal,

(b) tall stacks, and (c) intermittent controls --
but no scrubbers.

The Request

Would you please let Dr. Seamans, FEA, and us know
whether the AEP plan for meeting air quality requirements
would meet Federal and State of Ohio requirements.

I understand from ERDA that this matter has been discussed
with some people in the lower levels of EPA but that a
definitive answer has not yet been obtained.

We would appreciate a prompt response because:

.  Should the answer be negative, some alternative will
need to be explored.

. We expect hearings soon on the package and the
question of power supply for an add-on plant at
Portsmouth could be an important issue. :

Thanks very much for your help.

Attachment

cc: Dr,Robert Seamans
Luff/James Cannon

Mr. Frank Zarb

ey
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